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EXPOSURE DRAFT
OMNIBUS PROPOSAL OF
PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS
PROPOSED ETHICS RULING UNDER RULE 101: Partially Secured Loans
• PROPOSED ETHICS RULING UNDER RULE 101: Loan Commitment or
Line of Credit • PROPOSED ETHICS RULING UNDER RULE 101: Loans to
Partnership in Which Members Are Limited Partners • PROPOSED ETHICS
RULING UNDER RULE 101: Loans to Partnership in Which Members Are
General Partners • PROPOSED ETHICS RULING UNDER RULE 101: Credit
Card Balances and Cash Advances • PROPOSED ETHICS RULING UNDER
RULE 101: Member Leasing Property From a Client • PROPOSED ETHICS
RULING UNDER RULE 101: Joint Interest in Vacation Home • PROPOSED
ETHICS RULING UNDER RULE 102: Service on Board of Directors of Federated Fund-raising Organization • PROPOSED ETHICS RULING UNDER
RULE 501: Requests for Client Records and Other Information • PROPOSED
ETHICS RULING UNDER RULE 503: Commission Payments for Services for
an Officer, Director, or Principal Shareholder of a Client

SEPTEMBER 25, 1992

Prepared by the AICPA Professional Ethics Executive Committee for comments
f r o m persons interested in independence, b e h a v i o r a l , and technical standards matters
Comments should be received by November 2 5 , 1 9 9 2 , and addressed to
Herbert A. Finkston, Director, Professional Ethics Division
AICPA, Harborside Financial Center, 201 Plaza I I I , Jersey City, N e w Jersey 07311-3881

800036

This exposure draft has been sent to —
• Practice offices of CPA firms.
• Sampling of members in industry and education.
• Members of AICPA Council and technical committee
chairpersons.
• State society and chapter presidents, directors, and
committee chairpersons.
• Organizations concerned with regulatory, supervisory, or
other public disclosures of financial activities.
• Persons who have requested copies.

AICPA

American Institute of Certified Public Accountants
Harborside Financial Center

201 Plaza III
Jersey City, NJ 07311-3881
(201)938-3000
(212)318-0500
Fax (201) 938-3329

September 25, 1992
This exposure draft contains ten proposals for review and comment by the Institute's membership and
other interested parties regarding pronouncements to be adopted by the Professional Ethics Executive
Committee. The text of, and an explanatory preface to, each pronouncement are included in this
exposure draft.
A summary does not accompany this exposure draft because of the diversity of material included.
Instead, the type of information a summary would contain is included in the "Explanation'' preceding
each proposal. The reader will thus be able to consider the proposed pronouncements with clearer focus
on the particular issues.
After the exposure period is concluded and the comments evaluated by the Professional Ethics Executive Committee, the committee may decide to publish one or more of the proposed pronouncements.
Once published, the pronouncements become effective on the last day of the month in which they are
published in the Journal of Accountancy, except as otherwise stated in the pronouncement.
Your comments are an important part of the standard-setting process. Please take this opportunity to
comment. Responses should be made under the appropriate heading on the enclosed response form.
They must be received at the AICPA by November 25, 1992. All written replies to this exposure draft will
become part of the public record of the AICPA and will be available for inspection at the office of the
AICPA after December 28, 1992, for a period of one year.
Please send comments to Herbert A. Finkston, Professional Ethics Division, AICPA, Harborside Financial Center, 201 Plaza III, Jersey City, New Jersey 07311-3881.
Sincerely,

Raymond L. Dever
Chairman
AICPA Professional Ethics Executive Committee

Herbert A. Finkston
Director
Professional Ethics Division

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
On January 1, 1992, revisions to the interpretations addressing independence and loans to or from
clients took effect. While the revisions were being considered by members during the exposure process
and subsequent to their adoption, numerous questions were raised. The proposed ruling provides
guidance with respect to a frequently raised issue.
[Text of Proposed Ruling Under Rule 101]
Partially Secured Loans
Question — Prior to January 1, 1992, a member obtained a loan that was permitted under Rule 101 and
its interpretations from a financial institution client. The loan is partially secured by real estate. Is the
loan grandfathered under Interpretation 101-5?
Answer — The loan is grandfathered if at January 1, 1992, and at all times thereafter the portion of the
loan that exceeds the value of the collateral is not material to the member's net worth.

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
On January 1, 1992, revisions to the interpretation addressing independence and loans to or from clients
took effect. While the revisions were being considered by members during the exposure process and
subsequent to their adoption, numerous questions were raised. The proposed ruling provides guidance
with respect to a frequently raised issue.

[Text of Proposed Ruling Under Rule 101]
Loan Commitment or Line of Credit
Question — Is a loan commitment or a line of credit from a financial institution client existing prior to
January 1, 1992, grandfathered under Interpretation 101-5?
Answer — Yes, as long as a loan made pursuant to such a loan commitment or line of credit would have
met the conditions specified in Interpretation 101-5. If such a loan commitment or line of credit were
renegotiated (including renewals) after January 1, 1992, independence would be impaired.

PROPOSED ETHICS RULING UNDER RULE 101
[Explanation]
On January 1, 1992, revisions to the interpretation addressing independence and loans to or from clients
took effect. While the revisions were being considered by members during the exposure process and
subsequent to their adoption, numerous questions were raised. The proposed ruling provides guidance
with respect to a frequently raised issue.
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[Text of Proposed Ruling Under Rule 101]
Loans to Partnership in Which Members Are Limited Partners
Question — A member is a limited partner in a limited partnership that has obtained a loan from a financial institution client. Is the loan to the limited partnership ascribed to the member and, therefore, does
it impair independence under Interpretation 101-1.A.4?
Answer — As stated in Interpretation 101-5, a loan to a limited partnership in which members have a
combined interest exceeding 50 percent of the total limited partnership interest is considered a loan to
those members. Solely for purposes of the exceptions in the interpretation for grandfathered loans, the
loan is ascribed to each limited partner on the basis of his or her legal liability. Even though the amount
ascribed may be zero, it should be noted that independence will be considered impaired if such a partnership renegotiates the loan or enters into a new loan after the latest of the dates in (a) through (d) of
Interpretation 101-5.

PROPOSED ETHICS RULING
UNDER RULE 101
[Explanation]
On January 1, 1992, revisions to the interpretation addressing independence and loans to or from clients
took effect. While the revisions were being considered by members during the exposure process and
subsequent to their adoption, numerous questions were raised. The proposed ruling provides guidance
with respect to a frequently raised issue.
[Text of Proposed Ruling Under Rule 101]
Loans to Partnership in Which Members Are General Partners
Question — A member is a general partner in a partnership that has obtained a loan from a financial
institution client. Is the loan to the partnership ascribed to the member and, therefore, does it impair
independence under Interpretation 101-1.A.4?
Answer — If the member as a general partner can control the partnership, a loan to that partnership is
considered to be a loan to the member. Solely for purposes of the exceptions in Interpretation 101-5 for
grandfathered loans, the loan is ascribed to the member on the basis of his or her legal liability as a
general partner, which is usually the entire loan because of the joint and several liability usually assumed
by a general partner.

PROPOSED ETHICS RULING
UNDER RULE 101
[Explanation]
On January 1, 1992, revisions to the interpretation addressing independence and loans to or from clients
took effect. While the revisions were being considered by members during the exposure process and
subsequent to their adoption, numerous questions were raised. The proposed ruling provides guidance
with respect to a frequently raised issue.
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[Text of Proposed Ruling Under Rule 101]
Credit Card Balances and Cash Advances
Question — Under Interpretations 101-1. A.4 and 101-5, if a member has credit cards and cash advances
from a client financial institution and the aggregate balance outstanding exceeds $5,000, would
independence be considered to be impaired?
Answer — Independence would not be considered to be impaired if the aggregate outstanding balance
is reduced to $5,000 or less on a current basis.

PROPOSED ETHICS RULING
UNDER RULE 101
[Explanation]
The Professional Ethics Division receives many inquiries from members regarding whether their
independence is considered to be impaired with respect to clients from whom they have leased property.
The proposed ruling provides guidance on this question.
[Text of Proposed Ruling Under Rule 101]
Member Leasing Property From a Client
Question — A member is leasing property from a client. Would such a transaction constitute an impairment of independence with respect to the client?
Answer — Independence would not be considered to be impaired for a transaction meeting the criteria
of an operating lease (as defined in Financial Accounting Standards Board [FASB] Statement of Financial
Accounting Standards No. 13, paragraph 6.a.ii) if made under normal leasing procedures, terms, and
requirements. The terms and conditions set forth in the lease agreement should be comparable with
other leases of a similar nature.
Independence would be considered to be impaired for a transaction meeting the criteria of a capital
lease (as defined in FASB Statement No. 13, paragraph 6.a.i) unless the lease is in compliance with
Interpretations 101-1.A.4 and 101-5, because the lease would be considered to be a loan from the client.

PROPOSED ETHICS RULING
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee has received numerous inquiries concerning the
independence implications of a member's jointly owning a vacation home with an officer, director, or
principal stockholder of a client for which the member or the member's firm provides services requiring
independence. The committee's position is expressed in the proposed ruling.
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[Text of Proposed Ruling Under Rule 101]
Joint Interest in Vacation Home
Question — A member holds a joint interest in a vacation home along with an officer, director, or
principal stockholder of an entity for which the member performs services requiring independence.
Would the vacation home constitute a "joint closely held business investment" for the purposes of
Interpretation 101-1.A.3?
Answer — Yes. The vacation home, even if solely intended for the personal use of the owners, would be
considered a joint closely held business investment as defined in Ethics Ruling No. 80. Accordingly, the
materiality provisions of Interpretation 101-1.A.3 must be considered in assessing independence.

PROPOSED ETHICS RULING
UNDER RULE 102
[Explanation]
Ethics Ruling No. 14 (ET §191.027-.028) addresses the issue of a member's service as a director or officer
of a federated fund-raising organization and its effect on the member's independence with respect to
clients that receive funds from the organization. Questions have been raised as to whether a conflict of
interest also may exist in such a situation. The following ruling expresses the position of the Professional
Ethics Executive Committee.
[Text of Proposed Ruling Under Rule 102]
Service on Board of Directors
of Federated Fund-raising Organization
Question — A member serves as a director or officer of a local United Way or similar organization that
operates as a federated fund-raising organization from which local charities that are clients of the
member receive funds. Does the member have a conflict of interest under rule 102?
Answer — Interpretation 102-2 provides that a conflict of interest may occur if a member performs a
professional service for a client and the member has a significant relationship with another entity that
could be viewed as impairing the member's objectivity. If this significant relationship is disclosed and
consent is obtained from the appropriate parties, performance of the service shall not be prohibited.
(If the service is one requiring independence, consult Ethics Ruling No. 14 [ET §191.027-.028], under
rule 101.)

PROPOSED ETHICS RULING
UNDER RULE 501
[Explanation]
The Professional Ethics Division receives numerous inquiries from members who have provided client
records and other information to an individual associated with the client entity and who subsequently
receive requests from other individuals for the same information. The proposed ruling describes the
member's ethical obligations in such a situation.

8

[Text of Proposed Ruling Under Rule 501]
Requests for Client Records
and Other Information
Question — Individuals associated with a client entity who are currently on opposing sides in an internal
dispute have each issued separate requests calling for the member to supply them with client records
and other information that, pursuant to Interpretation 501-1, is required to be provided in certain
circumstances. What ethical obligations exist under Interpretation 501-1 with respect to complying with
such requests?
Answer — In providing professional services to individuals, partnerships, or corporations, a member will
often deal with an individual who has been designated or held out as the client's representative. Such a
representative might include, for example, a general partner or a majority shareholder. A member will
have satisfied his or her obligations under Interpretation 501-1 when all client records and other information, as defined therein, have been supplied, where required, to the individual who has been designated
or held out as the client's representative. The member need only supply such information once and need
not comply with subsequent requests from the representative, or from other individuals associated with
the client entity, to again provide this information.

PROPOSED ETHICS RULING
UNDER RULE 503
[Explanation]
The Professional Ethics Executive Committee has considered inquiries concerning whether a member
may receive a commission in connection with referrals made to an officer of an audit client without
violating Rule 503: Commissions. The proposed ruling expresses the committee's position.

[Text of Proposed Ruling Under Rule 503]
Commission Payments for Services for
an Officer, Director, or Principal Shareholder of a Client
Question — A member performs personal financial planning services for the president of the member's
audit client. The member receives commission payments in connection with investments to which the
member refers the president. Could the member's acceptance of the commissions cause a violation
of rule 503?
Answer — Yes, depending on the nature of the services performed. A member would be in violation of
rule 503 if the member accepted a commission in connection with services performed for the president
or any officer, director, or principal shareholder of an audit client during the period of the audit engagement and the period covered by any historical financial statements involved in the audit services.
This conclusion would also apply to clients for whom the member performs —
1. A review of financial statements.
2. A compilation of financial statements when the member expects, or reasonably might expect, that a
third party will use the financial statements and the member's compilation report does not disclose
a lack of independence.
3. An examination of prospective financial information.
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